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ABSTRACT

The objective of this paper is to outline the choices that cities will face when reforming the housing
sector a the loca level. This paper reports the effects of six dternative rent increase-housing dlowance
dtrategies. It describes how each would develop under two possible scenarios of income growth relaive
to inflation, i.e, the extent to which incomes keep up with price increases during the implementation
period.

The smulations of the programs are based on red 1992 data from three Russian cities  Moscow,
Novosbirsk and Ufa These data enable the estimation of the impacts of housing dlowance programs on
actud dities and households in the Russan Federation. This materid should serve as a guide to loca
government officids respongble for formulating housing policy and those involved in the design and
implementation of the rent increase and housing alowances program.

The centrd concluson of this andyss is thet there are important differences among the housing
sectors of cities of the Russian Federaion. Consequently, any smple nationd directive on the
implementation of the rent increase-housing dlowance program should be avoided. Reather each city
should examineits own Stuation and devise its own program srategy .



EXECUTIVE SUMMARY

Implementation of the provisons of the Law on Fundamentas of Housing Policy in the Russian
Federation will bring about far reaching reforms in the sate renta sector. This legidation requires that
charges to tenants for maintenance and communa sarvices be increased to cover cods fully within five
years. However, the law dso includes provigons for the implementation of programs a the locd leve to
protect low income households from burdensome housng payments. Housng dlowance
programs—programs which provide payments to low-income households to be used to hep pay for
rents—implemented concurrently with rent increases will enable local governments to assst low-income
households while reducing subsidiesin the housing sector.

This paper addresses questions likely to be asked by locd officids charged with designing the rent
increase-housing alowance program. How quickly should revenues to the city reach full cost? What
population should be covered by a housing dlowance program? What is a reasonable contribution as a
percent of income to be expected of a household? How do program parameters affect participation rates,
targeting of subsidiesto the poor and net revenues to the city?

Recent discussion a the Federation level has resulted in a proposd of a nationa directive dictating
the parameters of the program. However, the current Situations in terms of income digtribution, housing
sock and operaing costs of providing maintenance and communa services vary widdy across cities.
Thus, the effects of a program differ from city to city and a rent increase-housing alowance program
suitable for one city may not be advisable in another city. For example, if the housing stock of a city
auffers from deferred maintenance and requires extensve capitd rehabilitation, officas may chose a
program which generates more net revenue for the city in the first years. On the other hand, if thereisa
larger share of low income households in the city, offidas may chose to defer increases in tenant
contribution in order to dlow amore gradud transition to full cost chargesto tenants.

In short, careful andysis of current Stuation in a city is essentia in order to prevent the negative
effects of an ill-suited policy. Most importantly, thoughtful discusson, based on hard andyds, must take
place among the policymakers formulating the program in order to determine the parameters best suited
to their own city.

The effects of gx dternative rent increase-housing alowance strategies are presented here for three
Russian dties Moscow, Novosbirsk and Ufa  Simulaions of the programs enable us to esimate the
impacts of housing alowance programs on actud dities and households in the Russan Federation and to
demonstrate how the effects of a program can differ across cities. This materid should serve as a guide
to loca government officids respongble for formulaing housing policy and thase involved in the design
and implementation of the rent increase and housing alowances program.

The centrd concluson of this andyss is that there are important differences among the housing
sectors of cities of the Russian Federaion. Consequently, any smple nationd directive on the
implementation of the rent increase-housing dlowance program should be avoided. Reather each city
should examine its own Stuation and devise its own program drategy .



GUIDELINESFOR DESIGNING PROGRAMS FOR RAISING RENTSAND
IMPLEMENTING HOUSING ALLOWANCESIN
RUSSIAN REPUBLICSAND MUNICIPALITIES

1. INTRODUCTION

The Law on Fundamentds of Housing Policy in the Russan Federation was passed by the
Supreme Soviet in December 1992. Implementation of the provisons of this landmark law will restructure
the housing sector in the Russan Federation. The mogt far reaching restructuring will occur in the State
rental sector. The law requires that charges to tenants for maintenance and commund services be
increased to cover codts fully within five years. However, the law aso recognizes that some families will
not be able to afford to pay these cods, and for this reason it permits the governments of the republics,
krais, oblasts, and autonomous municipalities to establish housing dlowance programs—programs which
provide payments to low income households to be used to help pay for rents.

In this period of trangtion, households are unsure about the future of the housing sector and their
own situation. The progpect of future rent increases indtills anxiety in households who need to be reassured
that they will not be made to undertake an unreasonable financia burden. The housing alowance provison
in the new law enables locd governments to implement a program that will guard againgt just that. In
order to dleviate this fear of the unknown, schedules of rent increases and housing alowance programs
should be announced from the outset.

The objective of this paper is to outline the choices that dities will face when reforming the housing
sector. Housing dlowance programs implemented concurrently with rent increases will engble loca
governments to protect low-income households while reducing subsidies in the housng sector. A rent
increasefhousing dlowance program can proceed adong severd different tracks depending on the strategy
chosen by locd officids to be the most gppropriate to their housing Stuaion. These drategies vary: (1)
the speed at which the city moves to charging full cost of maintenance and commund services, and (2) the
contribution, as a percent of household income, that tenants are expected to pay for these services.

Both financid and politica impacts of the dternaive rent increase-housing adlowance programs
must be taken into account. A city in which the municipa and departmental housing stock is in need of
consderable cepitd rehabilitation or suffers from extendve defered mantenance may condder
maximizing its net revenue, i.e., household payments net of housing alowance payments, in the first years
of the program in order to cover some of these expenses and improve the housing stock. This Srategy,
however, could place a larger burden on the tenants than politically feasble. In this case rents and net
revenues could be increased & a more steady pace to dlow more time for adjusment in the transtiond
period and to place alower burden on renters.

This paper reports the effects of ax dternative rent increaselhousing dlowance drategies. It
describes how each would develop under two possible scenarios of income growth rdaive to inflation, i.e,
the extent to which incomes keep up with price increases during the implementation period. The
smulations are based on real 1992 data from three Russan cities: Moscow, Novosibirsk and Ufa These
data enable us to estimate the impacts of housing alowance programs on actud cities and households in
the Russian Federation. This materid should serve as a guide to locd government officids responsible
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for formulating housing policy and those involved in the design and implementation of the rent increase
and housing alowances program.*

The centrd concluson of this andyss is thet there are important differences among the housing
sectors of cities of the Russian Federation. Consequently, any smple nationd directive on the
implementation of the rent increase-housing alowance program should be avoided. Rather, each city
should examineits own Stuation and devise its own program strategy .

The following section describes the concept and key parameters of the housing dlowance. This
section dso incdudes some of the options for determining the definitions and specifications for each of these
key parameters. The following section illustrates how the objectives of the loca government are reflected
in the design of the program and describes the rent increase-housing dlowance program drategies
presented in this guide.  Section 4 provides some relevant background information on housing stock and
household income and expenditures in the three cities  Section 5 deals with understanding the outcome
of the smulations for the first year of the program and how the results differ across dities. In the find two
sections, full program implementation is discussed and the conclusions from this report summarized.

2. WHAT ISA HOUSING ALLOWANCE?

A housing dlowance is a subsdy for maintenance and communa services fees pad to a household
or on behdf of a household to owners of the housing and providers of communa services. A housing
alowance protects a household for whom meeting the charges for rent and communa services would be
a financid hardship. The dlowance pays the difference between typicd housing codts in the city for a
household of that size and the household's expected contribution as determined by policy-mekers. The
household contribution is the percentage of income a family is expected to be able to pay for housing.
Thus, the key feature of the housing dlowance is that the subsidy depends on the household's income:  the
lower the household's income, the larger that household's subsidy and the smaler the amount of the full
cogts of housing the family must pay out of its pocket.

Housing dlowances are vary useful in a Situation in which housing codis are increasing rapidly.
For example, in Russia and other countries moving to market relationships in the housing sector, housing
alowances will make it possble to rase rents to a leved that reflects the current market prices of
maintaining housing and providing communa services, while continuing to assist low income households.
Housing allowances are used in nearly dl indudridized countries, in Eastern Europe they have been
adopted in East Germany, Hungary, and Estonia.

For additiond materid on housing dlowances see Shdlter Sector Reform Project reports “Options for Administering Housing
Allowances in Russd' by Jill Khadduri and “Implementing Housing Allowances in Russa Rationdizing the Rentd Sector ™

by Ray Sruyk et d.
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A household participating in the program is free to chose any housing unit. Allowances are
assigned to a household, not to a particular dwelling. This aspect of the program serves to shift the
operation of the renta sector to amarket basis and to integrate the state renta sector with the private renta
sector. Integration will create competition in the renta sector, inducing landlords to improve housing
quality in order to atract renters. Over time, housing dlowances will help to diminate the digtinction
between municipd and private housing. As renters or as homeowners, families will pay housing cods
determined by the market, so that housing can be provided on an efficient, competitive basis. At the same
time, households who cannot afford market rents or homeownership costis will be protected.

The housing dlowance modd employs a formula for computing payments of the "housing gap”
type. Subsidy payments are designed to fill the gap between what a household can reasonably pay and the
codt of an adequate unit. The monthly alowance payment (A) is computed as

A= MSR-tY @

where MSR is the "maximum socid rent”; that is, the cost of a suitable housing unit in the market. Yis
household income and t is the household contribution.

MSR is determined according to a socid norm of housing based on the Sze or characteridtics of
a household. A space dlowance is set per household and multiplied by the new maintenance fees and
communa services charges per square meter of housing.

MSR = Space Allowance* (Cost/r) 2

The space alowances may be established according to family compostion, taking into account age, sex,
and family rdaionships of household members. The smulaions reported here, however, employ a very
simple space dlowance schedule based wholly on number of personsin the household.?

The MR can be defined to indude maintenance fees only or both maintenance fees and payments
for communa services The argument for subgidizing utilities is that currently services are so highly
subsidized that it would be difficult for low-income renters to pay for them as they are increased over time.
However, equity between renters and homeowners is jeopardized if renters qudify for this assstance while
homeowners are excluded. The compostion of the tenure of the housing stock should determine the
definition of MSR In Moscow, such a smdl percentage of the housing stock is individua housing thet this
issue is not redly germane. However, in other cities, such as Novosbirsk where about 6 percent of the
stock is individualy-owned housing units, equity becomes a rdevant issue.  Additiondly, the cost per
square meter of housing in the MSR may vary across cities but not within acity.

In equation (1) above, t is the share of income a household can reasonably be expected to spend
on housing. Currently, households renting in Moscow are spending, on average, less than one percent of

See Appendix A for details of the socid normsfor space employed in the caculaion of MSR
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their income on maintenance fees and 2 percent on maintenance plus utilities. In comparison, household
expenditure on housing, including maintenance, utilities and capitd cog, in other indudtridized countries
usualy condtitutes 15 to 30 percent of income.

t is the household contribution if their unit is exactly a the MSR  Since few families live in units
that are exactly the same 9ze as the socid norm, families rarely will pay exactly the percentage of income
chosen for t. If a household is "overhoused”, i.e, living in a larger flat than its space dlowance, their
housing payment will be higher than t. An "underhoused” household will pay less. The actua household
payment is the difference of housing expenses, maintenance fees plus charges for communa sarvices,
minus the alowance.

Payment = Housing Expenses - Housing Allowance 3

According to the formula, an "underhoused” family with a low income could receive more than their
monthly housing expenses. However, the modd employed in these program smulations caps the housing
subsdy at the household's actua housing expenses.

Table2.1
Housing Allowance Formulas

Grossrent® = (actud square meters) * (charge per square meter for maintenance only or
maintenance and communa services)

MSR = (socid norm, m?) * (charge per square meter for rent or maintenance and
commund services)

Housing = MSR - (t* household income)
dlowance
Net payment = Grossrent - Housing dlowance

In equation (1), Y is the household's monthly income from al sources. Allowance payments equa
the MSR when the household has no income and dlowances dedine as income rises.  This phasing out of
alowances (A = 0 a Y = MSRA) is an improvement over a system of housing alowances in which a
household receives dl or none of the subsidy depending on whether their income is above or below the

Gross rent refers to a household's housing expenses before the housing dlowance.  This is a dightly smplified formula for
both gross rent and MSR and is the formula that has been used for estimating the effects of various housing alowance options.
The actud gross rent is cdculaed according to formulas for maintenance fees and charges for commund services in each of
thethreecities. See Appendix A for detals.
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income cutoff. Furthermore, the diding scae of dlowances is much more equitable than offering public
housing to dl household with no condderation of their income.

Table 2.1 summarizes the formulas for caculating housing dlowance payments.

Table 2.2 demondrates the caculaions of housing alowances and rent payments for four sample
cases. Noting that the MSRis set for the Size unit that the household is consdered to need, not for the Sze
of units in which the family is actudly living, these cases illudrate how actud rent payments may differ
from t, tenant contribution as a percentage of income.
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Table2.2
Overhoused and Underhoused Families

Casel

the family will be equd to the percentage of income established by "t."

Case?2

If the family livesin alarger unit than the socid norm, it will pay more than “t".

Case 3

If the family livesin aunit smdler than the socid norm, it will pay lessthan "t."

If the family livesin aunit that has exactly the number of square metersin the socid norm, the net rent paid by

Income (Y) rub. 2,000/month
t 5 percent

Rent and communa sarvices (per m?) rub. 5/month
Socid norm for family 50 square meters
Family's actud unit 50 square meters
MSR (5* 50) rub. 250
Grossrent (5* 50) rub. 250
Housing dlowance (250 - (0.05* 2,000)) rub. 150

Net rent (250 - 150) rub. 100

Net rent/Y (100/2,000) 5 percent

Family's actud unit 60 square meters
MSR rub. 250
Grossrent (5* 60) rub. 300
Housing dlowance (250 - (0.05* 2,000)) rub. 150

Net rent (300 - 150) rub. 150

Net rent/Y (150/2,000) 7.5 percent

Overhoused and Underhoused Families

Family's actud unit 40 square meters

MSR rub. 250

Grossrent (5* 40) rub. 200

Housing dlowance (250 - (0.05* 2000)) rub. 150

Net rent (200 - 150) rub. 50

Net rent/Y (50/2,000) 2.5 percent
Table2.2
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3. ALTERNATIVE STRATEGIES

What population should be covered by a housing dlowance program? Housing alowances can
apply to families living in any type of housng and to owners as well as renters. Locad governments must
make decisons about what forms of tenure to indude in a housng dlowance program. The types of
housing to be considered for coverage under a housing dlowance program are shown in Table 3.1.

Table3.1
Types of Housing to be Consider ed
for Coverage Under a Housing Allowance Program

Municipd rentd units
Departmentd renta units

Unitsin cooperative buildings
(whether or not the loan has been paid off)

Privatized unitsin municipd or departmenta housing
(occupied by the family who initidly privatized)
Condominium units
(occupied by the family who initidly privatized the unit from the municipdity or department)

Privatized units
(occupied by those renting from privatizers)

Individua houses and privately owned units
Other privately owned units or houses

(occupied by ownerswho purchase a market prices or otherwise acquire the unit aside from
privatization)

In Moscow, the proposed housing dlowance system incdudes dl forms of ownership, except
secondary owners of privatized units, owners of new units sold a& market prices, and owners of individua
houses. Families who can aford to buy housing & market prices are assumed not to need a housing
alowance to help them pay housing expenses. Housing dlowances will dso not be avalable to illega
subtenants of municipa or departmenta housing; i.e, to families living in units tha continue to be
registered in the name of a different family. To exclude privatized units and condominiums would likdy
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dow the pace of privatization, and the Law on Fundamentals explicitly makes those who privatized their
unit digible for alowances.

Clearly to provide housing dlowances to anyone not currently subsidized will reduce net revenue.
However, as commund sarvices are currently subsidized for al households, this additiond cost only
applies to the portion of housing payments covering maintenance. In areas where there is a larger
population of individudly-owned units, owners may not be able to afford ownership; i.e, the cost of
maintenance of the unit, or the increases to communa sarvices fees. In the short run, salling the house and
moving to arental unit may not be an option. Additiondly, if commund services are indluded in the MSR,
equity between renters and homeowner is compromised if renters are digible for housing alowances and
homeowners are not.

In many countries which have housing alowance programs, the housing dlowance may only be
paid on behdf of afamily who lives in a unit that is considered to be of adequate qudity. Families who
live in units that do not pass such a housing qudity test must either arrange to have their unit repaired or
must move to a better housing unit.

Such a housing qudity standard has many advantages. For example, it helps persuade managers
of apartment buildings to keep those buildings in good condition, because otherwise families would move
elsewhere to protect ther digibility for housing dlowances. However, given the present Stuaion of
housng shortage in the Russian Federation, it is not possible or advisable to implement a program with
such a qudity standard. And the Law on Fundamentas wisdy does not make this a provison of the
housing dlowance program.

The effects of sx dternaive drategies are presented in this sudy. These drategies vary: (1) the
speed a which the city moves to charging full cost of maintenance and communa services, and (2) the
contribution, as a percent of household income, that tenants who will receive a housing dlowance are
expected to pay for these sarvices. The speed of moving to full cost is determined by cost coverage, or the
increases in maintenance fees and communa services charges. Tenant contribution as a percent of income
is used to compute the size of the allowance to which the household is entitled.

Clearly, as cost coverage increases towards full cost, gross revenue increases. However, the
objective of a program to raise rents and implement housing dlowances is not merdly to increase revenues
to meet the full cost of housing, but to protect low income families as wel. Within the housing dlowance
program, grester increases in cost coverage do not necessarily mean greater increases in net revenue to the
city budget. These revenues could be smply channded back to the tenants in the form of their dlowance
payment. Therefore, some trade-off between movement to full cost and assisting the poor must be made.

Since the percent of income a tenant is expected to pay directly affects their digibility for a housing
alowance, net revenue is dependent on tenant contribution, or t. As t increases, the size of alowance to
which a household is entitted decreases, and digibility for adlowances is reduced, i.e, the maximum
income a household can have (and 4till receive a subsdy) fals. Thus, the vaue st for t determines how
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much revenue is left after dlowance payments are made. Higher vaues of t generate increased net
revenue, as tenants pay alarger share of their full housing expenses.

If during the trandtion period cost coverage increases rapidly and t increases dowly, participation
will be high and net revenue will be low; and conversdly, if cost coverage increases dowly and t increases
rapidly, participation will be low and net revenues will be high. These are the decisons which must be
addressed by acity's policymakers.

As previoudy mentioned, cities in which the municipd and departmenta housing stock suffers
from deferred maintenance or requires extensve cgpita rehabilitation may opt for a program which
provides a larger increase in net revenue from the outset to cover some of these costs.  In this case, both
cost coverage and tenant contributions could be increased rapidly.

On the other hand, to dlow more time for development of the adminigtration of the program, a
more gradud trangtion may be preferable. By deferring cost increases a the inception and setting a steady
or rgpid pace for increases in tenant contribution, a city could limit participation and test the procedures
for administering the program. A larger city which may require a fairly extensve network of housing
dlowance offices may opt for this srategy.

Furthermore, the argument for adlowing more time for families to adjust psychologicdly to the idea
of increased maintenance fees and communa services charges may, in fact, be reasonable. Families are
0 used to paying nomind fees for housing that the concept of paying the full vaue of services may be
difficult to accept.

The strategies presented here are asfollows:

Strategy 1: Deferred cost coverage increase and deferred increases in tenant contribution
(deferred-deferred)

Strategy 2: Deferred cost coverage increase and rapid increase in tenant contribution
(deferred-rapid)

Strategy 3: Steady cost coverage increase and deferred increase in tenant contribution (steady-
defarred)

Strategy 4 Steady cost coverage increase and rapid increase in tenant contribution (steady-
rapid)

Strategy 5: Rapid cost coverage increase and deferred increase in tenant contribution (rapid-
defarred)

Strategy 6: Rapid cost coverage increase and rapid increase in tenant contribution (rapid-
rapid)
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Options for program parameters employed in each drategy are summarized in the following table.

Table3.2
Alternative Scenarios of the Housing Allowance Program
Y ear of Program 1 2 3 4 5
Defeared increase 5 10 15 20 25
t Steady increase 10 15 20 25 25
Defeared increase 15 30 45 75 100
CC  Steadyincrease 20 40 60 80 100
Rapid increase 25 45 75 100 100
Optimidtic case 80 85 920 95 100
" Pessimidtic case 70 75 80 85 90
Notes:
t Tenant contribution as a percent of income, which generates net revenue to the city after dlowance payments
CC  Cod coverage, percentage of totd operating costs covered by gross housing expenses
RY  Red incomedeflator, or totad household income as a percentage of overdl inflation

Cost coverage refers to the percentage of the full cost of providing maintenance and communa
services that is covered by gross revenue, or the average percentage of full cost covered by a household's
housing expenses before deduction of housing dlowance payments, if any. Currently, for example,
households are paying only 3.5 percent of full cost in Moscow and about 1.0 percent of full cost in
Novosbirsk. Under the dowest increase in charges to tenants (deferred), increased cost coverage begins
with an initid riseto a least 15 percent in the first year. The second and third years increase cost coverage
by another 15 percent of full cost each year. The largest increases occur in fourth and fifth years when
there are increases from 45 percent of full cost to 75 percent in the fourth year and finaly, 100 percent of
full cogt in the fifth year. "Steady increases’ in cost coverage increase gross revenue by 20 percent of full
cost each of the five years of the trangtion. "Rapid" cost coverage increases gross revenue to 25 percent
of full cogt in thefirst year and reaches 100 percent of full cost in Y ear 4 of the trangition.

Tenant contribution, or t, is the percentage of household income that is expected to be paid by those
families who will receive a subsidy for housing expenses. Households in Moscow spend on average under
2 percent of their income on maintenance and communal services. Under the "deferred tenant contribution
increase” option t isinitidly set a 5 percent of income and increases by 5 percent of income each year,
reaching 25 percent of income in the fifth year. The other option increase t to 10 percent of income in the
first year and reaches 25 percent in the fourth year.



Guiddinesfor Designing Programs for Raising Rentsand
Implementing Housing Allowancesin The Urban Inditute
Russian Republics and Municipalities Page 11

The results of each variant of the program were estimated for two scenarios concerning the extent
to which household incomes keep pace with inflaion—an optimistic scenario in which income growth
starts a 80 percent of inflation and eventudly equas inflation in Year 5, and a more pessmidic scenario
in which income growth starts a 70 percent and reaches only 90 percent of inflation in Year 5. Even our
more optimigtic scenario is dill fairly negative on a cumulaive bags. With income garting a 80 percent
and reaching 100 percent of inflation, the cumulaive income growth is only 58 percent of inflation over
five years. The reault of these assumptions are highly conservative estimates of participation and program
costs. The outcome of the smulations in which income growth was 80 percent of inflation have been used
to evauate the housng dlowance drategies. The results of al drategies under both income growth
scenarios are presented in Appendix C.

Each of the strategies andyzed was eva uated according to five indicators:

® Net revenue as a percent of gross revenue—revenue dter dlowance payments are made to
participating households as a percent of revenue from tota housing expenses, i.e, rent plus
commund sarvices, before dlowance payments. This tells the city how much "extrd’ money
it will have available to fund better maintenance or cut subsidies to the sector. If net revenue
is negdtive, it showsthe additiona fundsthe city will have to devote to the sector.

e Share of total housing allowance payments received by the lowest half of the incoen
distribution—the percent of the tota subsidy to dl households thet is received by those in the
lowest two income quartiles. This shows how well the subsidy payments are targeted to the

poor.

e Participation rates—what portion of the population is digible to receive a housing alowance.
This measure tdls the city how big an adminigrative job it will have and whether the program
will have broad support from a large share of the populaion participating. The larger the rate
of participation the greater the politicd support for the program as more people foresee
benefits

e Codt coverage i.e, gross housing charges to households as a percent of full operating cos—a
design parameter that determines how quickly the program reaches full cost of housing
expenses.

e Payment to income ratios of participants in the lowest income quartilé¢households in the
lowest 25 percent of the income didribution)—ratios which show how wdl the program
protects alowance recipients from potentialy burdensome housing payments; these ratios are
most illustrative when examined together with gross housing expenses to income ratios,
examples of which areincluded in figuresin the Section 5.

4. BACKGROUND ON THREE CITIES—MOSCOW, NOVOSIBIRSK, AND UFA
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This section introduces the data employed in analyzing the scenarios outlined above and the three
cities presented in this andyss. As shown beow, the dities differ in important ways in terms of their
housing stock, housing cogts, and income digtribution. Readers can identify which of these cities most
closely resembles their own city. The results for this city can be given specid atention in reading the
following sections.

The Data

Data for the three cities come primarily from the Russan Household Income and Expenditure
Survey conducted by locd branches of the Nationd Statitics Office of the Rusian Federation
(Goskomdtat). These data are supplemented by data on each city's expenditure on maintenance and
commund services and their formulas for computing chargesto renters.

The Income and Expenditure Survey's questionnaire includes information on income, expenditures
on housing, as well as sze and type of dwdling. Since dlowances are determined by the interaction of
housng expenses, household income, family size, and dweling space, this survey provides suitable data
for smulating the overal effects of a housing alowance program. In order to Smulate the actua income
distribution for each city, the digtribution of households was adjusted to represent the actud distribution
of households in two aggregated branches of the economy, industry and others, and the ratio of households
composed of non-working pensoners to other types of households. In order to make population estimates
of program cost and participation, each household in the sample was weighted to smulate the actud
number of householdsin each type of housing.*

The survey for Moscow incdudes 2,374 households living in municipd, departmenta and
cooperaive housing, which corresponds to a weighted sample of 3,379,097 households. These data were
collected in March 1992. For the purpose of these smulations, prices and wages were inflated to October
1992 figures according to estimates for inflation and income growth during the period. Both housing costs
and incomes increased by about 90 percent.

Data for Novosbirsk indude 576 households living in municipa, departmental, cooperative, and
individua housing which corresponds to a weighted sample of 392,381 households. Mog of the
simulations exdude households living in individud housing, therefore usng a smdler sample of 538, or
a weighted sample of 357,706 households. These data are from the fourth quarter collected in December
1992. In order to produce comparable estimates of program costs for the three cities, income and
expenditure data for Novosibirsk were deflated according to inflation estimates to October 1992 figures®
since both the data sets for Moscow and Ufawere in October 1992 prices.

See Appendix B for details on weighting the sample.

Inflation was 27 percent in October, 21 percent in November and 23 percent in December. Wage growth was assumed to be
80 percent of inflation. Monthly fees for maintenance and communa services are cdculated as the average per month for the
fourth quarter.
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Data for Ufaincdude 471 households living in municipa, departmenta, cooperative, and individua
housing, a weighted sample of 256,443 households. Excdluding thase living in individudly-owned housing,
the sample congds of 454 houscholds, or a weighted sample of 240,644 households. Income and
expenditure data for Ufa were tota figures for the third quarter of 1992 and were converted to monthly
figures®

Income, Expenditures, and Housing Stock

These three cities provide an interesting comparison of the effects of the rent increase/housing
alowance strategies because of differences in incomes, housing codts, and housing stock. For example,
the average household income in Moscow in October was 6,492 rubles; per capita income for the same
period was 3,239 rubles.” On average, families spent about 2 percent of their income on housing. Housing
expenditure, however, varied greetly by income quartile. The lowest income quartile spends 4.2 percent
on housing while the highest income quaartile spent less than one percent, 0.7 percent.

In comparison, the income didributions in Novosbirsk and Ufa differs dightly from thet of
Moscow (see Table 4.1). The mean household income in Novosibirsk was 6112 rubles in October 1992;
the income per person was 2390 with an average household sze of 2.66 persons. Housing expenses as
percent of income were, however, somewhat lower as tenant payments are a samdler percent of full cost
than in Moscow. On average households pay 2 percent of income for housing expenses, including both
maintenance fees and communa services charges. Those households in the lowest quartile pay 3 percent
of income, while those in the highest quartile pay only 1 percent.

Table4.1
Mean Incomes and Housing Cost to Income Ratios
Maoscow Novosibirsk Ufa
Mean household income (rubles) 6,492 6,112 10,530
Mean income per person (rubles) 3,239 2,390 3555
Mean housing cost (percent of 20 20 10
income)

Sour ce: Nationd Income and Expenditure Survey, 1992

Inflation was 9 percent in July, 6.2 percent in August and 16.9 percent in September and wage growth was assumed to be 80
percent of inflation. Incomeswere deflated by the compounded monthly inflation over the period.

It is widdy believed that there is underreporting of income in this survey. This, however, does not present a problem in
edimating the effects of the program because people will likely continue to underreport when gpplying for dlowances.
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In Ufa, monthly household income is 10,530 rubles, grester than that of Moscow and Novosibirsk.
Average monthly income per person, however, is only dightly larger than Moscow, a 3,555 rubles, snce
the average household sze of 3.29 is larger than both Moscow and Novosbirsk. Payments for
maintenance and communal sarvices are, on average, one percent of income. Housing payments are 2
percent of income for those in the lowest income quartile and less than one percent of income for those in
the highest.

The digtribution of the housing stock aso varies across the three cities. Housing stock in Moscow
is primarily state-owned; municipd and departmental housing are 90 percent of the total dwelling space
with the remaining 10 percent comprised of cooperative housing. Thereis virtudly no individudly-owned
housing in Moscow. The vast mgority of units are sdf-contained, 834 percent. Only 11.2 percent are
commund flats; 1.7 percent are rooms in a corridor-type house; and 3.6 percent are in hostels. There are
no barracksin Moscow.

Housing stock in smadler cities differs from that of Moscow in that a larger percentage isindividua
housing. In Novoshbirsk and Ufa about 9 and 6 percent, respectively, are individualy-owned housing
units. Thedigtribution of ownership of housing in the three citiesis shown in Table 4.2,

Table4.2
Distribution of Owner ship of Housing Stock
(as percent of total dwelling units)

Moscow Novosbirsk Ufa
Municipd units 75 46 48
Departmental units 15 36 38
Cooperaive units 10 8 8
Individual housing 0 9 6

Sour ce: Nationd Income and Expenditure Survey, 1992

Table 4.3 presents the digtribution of types of housing unit in each of the three cities.
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Table4.3
Distribution of Type of Unit
(as percent of total dwelling units)

Moscow Novosibirsk Ufa
Sdf-contained flat 834 855 74.0
Commund flat 11.2 57 100
Roomsin ahouse 17 0.0 0.0
Hogds 3.6 79 130
Barracks 0.0 0.3 04
Private rentals 0.0 0.6 25
Sour ce: Nationd Income and Expenditure Survey, 1992

Unit size in total space varies dightly across the three cities (see Table 4.4) with Moscow having
a smaller concentration of flats under 40 m? due, in part, to the fact that their are fewer hostdls and no
barracks. Ufa has more hostels and barracks and, consequently, smdler units than the other cities. Mean
unit Szein totd square metersis40 m?in Ufa, 41 m?in Novosibirsk and 46 m? in Moscow.

Another contrasting feature of the housing sector is the percentage of households "under- and
overhoused.” For example, in Novosibirsk 36 percent of households are "overhoused," that is, living in
more space than alowed according to the socia norm for a family of their sze established in the definition
of MSR  In Mascow, 28 percent of households are "overhoused.” In Ufa, on the other hand, as a result
of the andler average unit sze and larger average household sze, there is a grester share of
"underhoused" households than in the other cities. Thisissue is described in more detail within the context

of Smulaion resultsin Section 5.
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Table4.4
Size Distribution of the Housing Stock by Total Space
(as percent of total dwelling units)
me M oscow Novosibir sk Ufa
<20 30 89 9.7
21-30 11.2 145 16.3
30-40 213 237 214
41-50 265 232 26.2
51-60 212 139 101
61-70 10.2 13.2 10.3
>70 6.6 26 41

Sour ce: Nationd Income and Expenditure Survey, 1992

The full operating costs of providing housng maintenance and communa sarvices is dso vastly
different in the three cities. For example, full cost per square meter in Novosbirsk is more than twice that
in Moscow. According to the City of Moscow Depatment of Engineering, generd expenditure for
monthly maintenance and commund services in Moscow in October 1992 was 49 rubles per square meter.
Households paid only 3.5 percent of these expenditures (0.1 rubles per square meter for maintenance fees
and 1.62 rubles per square meter for communa services).

The City of Novosbirsk reported that genera expenditure for monthly maintenance and communal
sarvices was 115 rubles per square meter in October 19928 Tenants paid 1.36 rubles per square meter
according to the City, thus receiving alarger subsidy than households living in Moscow.

Tota expenditure in Ufa on maintenance and communal services, according to the city budget, was
78.9 rubles per square meter a the end of the third quarter of 1992. Tenants contributed, on average, 2
rubles per square meter, or 2.5 percent of full cost.

From these data it is dear that the three dities differ sgnificantly from one another. Relaive to
Moscow and Novosbirsk, Ufa has, on average, smaler housing stock, higher income households, and a
large percentage of "underhoused” households. Novosbirsk, on the other hand, has lower incomes, a

Thisfigure was caculated based on the yearly average of 102.15 rublesim? and monthly inflation estimates for the year.

This figure is the average cost per square meter as computed based on formulas for maintenance and commund services
provided by the City of Ufa No estimate of tenant payment per square meter was available from the City, unlike Moscow and
Novosbirsk.
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larger percentage of "overhoused” families, and considerably higher operating costs in the housing sector.
Current subsidies in Novosibirsk are much higher than in the other two cities. Maoscow, by comparison,
has lower levels of current subsidies and larger average unit sze. These differences fadilitate a vauable
comparison of the outcomes of the dternative strategies of the rent increase-housing program.

It must be noted that there is some question about the accuracy of the figures on full cost to the city
for maintenance and communa sarvices for Ufa and Novosibirsk. However, this does not detract from
the condusions to be drawn from the results of this analyss and the lessons to be learned about the effects
of dternaive program drategies. Presented here are the results of smulaions of rent increase’lhousing
alowance programsin three different cities.

S. THE FIRST YEAR—UNDERSTANDING DIFFERENCESIN OUTCOME

In this section the results of the first year of programs are examined first for Moscow done and
then as a comparison among the three cities.

M oscow

The results of the amulations for Moscow dearly demondrate thet the program of increasing fees
for housing services and implementing a program of housing alowances for low income families will pay
for itsdf. Thus, budgetary subsidies for the provison of these services will be grealy reduced and/or
expenditures on maintenance can be increased.

Figure 5.1 shows how net revenue varies with each drategy. Even under the most "expendve”
dtrategy in which cost coverage increases rapidly but tenant contribution is low (Strategy 5), total housing
alowance payments are only 47 percent of gross revenue, leaving 53 percent of gross revenue for other
uses. The least "expengve’ program (Strategy 2) will expend only 7 percent of gross revenue for housing
alowances.



Guiddinesfor Designing Programs for Raising Rentsand
Implementing Housing Allowancesin The Urban Inditute
Russian Republics and Municipalities Page 18

Figure5.1
Net Revenue as a Per cent of Gross Revenue
Year One Simulations: M oscow

As expected, the lower the vaue of t the higher participation. Participation rates in Moscow for
the first year of each drategy are shown in Figure 5.2. In the first year under the assumption of income
growth a 80 percent of inflation, participation is highest, 91 percent of the population, when t is only 5
percent of income and cost coverage is 25 percent (Strategy 5); participation is lowest, only 23 percent,
when cost coverage is deferred, only 15 percent of full cost, and tenant contribution is 10 percent (Strategy
2). Under each assumption for cost coverage, raisng t from 5 to 10 percent, reduces participation by at
least two fifths.
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Figureb5.2
Participation as a Per cent of Population
Year One Simulations: M oscow

A result of lower overdl participation is that a larger percentage of the subsidy is targeted to the
lowest income quartiles. Figure 5.3 illudtrates the percent of the tota subsidy targeted to the poorest
families in Moscow for the first year of the program. With participation a only 23 percent, the lowest and
second lowest quartiles (that is, the lower hdf of the income didtribution) receive 97 percent of tota
subsidies.  When participation is 91 percent, 71 percent of totd subsidies go to the lowest quartiles
(Strategy 5). Over 70 percent of the tota subsidy goes to the lowest haf of the income digtribution in al
program drategies. In four of the Sx drategies, dl households in the lowest quartile receive a housing
dlowance
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Figure5.3
Targeting of Subsidies: Share of Total Subsidies
to Lower Half of Income Distribution
Year One Simulations. M oscow

Under the housing alowance programs, average payment for housing as a percent of household
income is reduced by at least 65 percent for households in the lowest quartile. Figure 5.4 illustrates the
reduction in housng expenses for participants in the lowest income quartile. Under Strategies 5 and 6,
those of rapid cost coverage increases, housing expenses before alowance payments would be 38 percent
of income in the lowest quartile, but only 6 percent for the highest income quartile.  After dlowance
payments, tenants payments under Strategies 5 and 6 are 6 and 10 percent of household income,
respectively. This condtitutes a reduction of housing expenses of 84 and 74 percent, respectively, from
what they otherwise would be.
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Figure5.4
Total Housing Expenses and Actual Payment
as Per centage of Incomefor L owest Income Quartile
Year One Simulations. M oscow

The foregoing suggest severd key lessons to be congdered when designing a housing alowance-
rent increase program:

e Higher values of t yidd gregter net revenue, after dlowance payments are made, from given
rent increases.

® | ower vauesof tincrease participation.

® As participaion rises, net revenue fals and subsdies are less wdl-targeted to the lowest
income quartile.

e Faster increases in cost coverage result in smaler net revenue as a percent of gross revenue,
unless combined with ahigher t.
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Three Cities: M oscow, Novosibirsk, and Ufa

As expected, given the different income distributions, housing stock, and levels of current subsidies
in the three dities, the housing dlowance smulations produce consderably dissmilar results. Most notable
are the percentages of net revenue to gross revenue, participation and targeting rates, and housecholds
payment to income ratios.

Net revenue, or remaining revenue dfter alowance payments, as a percent of gross revenue varies
sgnificantly across the cities (see Figure 5.5). In Novosbirsk, where the current levels of subsdy are
highest (tenants pay only 1 percent of the full cost of maintenance and commund services), net revenue
as a percent of gross revenue is the lowest of the three cities under each drategy, faling as low as 29
percent under Strategy 5 (rapid cost coverage increases and deferred increases in tenant contribution). In
this case, larger rent increases are necessary in order to reach the specified cost coverage and, therefore,
sizable dlowance payments are made to low-income renters. Moscow's net revenue as a percentage of
gross revenue is the largest in dl cases. Tenants currently pay a greater share of the full cost and the
necessary rent increases are amdler.

Figure5.5
Net Revenue as a Per cent of Gross Revenue
Year One Simulations: M oscow
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For dl cities, however, the variaion across drategies follows the same patern:  net revenue
increases with t.  The higher the value of t, the more revenue remains after payment of alowances.
Contragt, for example, Strategies 1 and 2 in the firgt year with 15 percent cost coverage and t of 5 and 10
percent, respectively. Ast increases, net revenue increases from 75 to 93 percent of gross revenue.

Participation rates also vary widdy across the cities, as shown in Figure 5.6. Fewer households
in Moscow are digible for dlowances than in the other two cities, with participation as low as 23 percent
under Strategy 2 (deferred cost coverage and rapid increase in tenant contribution).  Although participation
in Ufa is somewhat higher, it follows the same pattern. As t increases from 5 to 10 percent participation
drops condderably, by one-hdf to one-third in Ufa under each scenario and by dightly more in Moscow.
Novosibirsk, on the other hand, contrasts quite sharply with Moscow and Ufa as participation fals no
lower than 86 percent (Strategy 2) and is over 90 percent under al other variants. Higher rent increases
create a larger burden for tenants and more households participate. In this case, the depth of the subsidy
is reduced but MSRremains greater than tenant contribution for nearly al households.

Figure5.6
Participation as a Percent of Population
Year One Simulations
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A consequence of higher rates of participation is that a amdler share of tota subsidy goes to those
in the lower income quartiles, as illudrated in Figure 5.7. That is not to say that poor households are
receiving smaler payments, but merely that a larger share of tota subddies is digtributed across income
quartiles as participation in the upper income quartiles increases. As expected, Novosibirsk, the city with
the highest rates of participation, has the lowest targeting rate, or percentage of the totad alowance to the
lower income quartiles. Lower-income households, however, are ill receiving greater levels of subsidy
since program digibility isincome based.

Figure5.7
Targeting of Subsidies: Share of Total Subsidies
to Lower Half of Income Distribution
Y ear One Simulations

Another interesting comparison across the three dities is the households payment to income ratios,
or the share of income actudly spent on housing after the contribution of the dlowance payment (see
Figure 5.8). In the modd, t is a target figure, which will be the share of income spent on housing only if
a household is living in exactly the number of square meters in their MSR As this is not often the case,
there is much variaion in payment to income ratios  In Novosbirsk, households in the third quartile are
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considerably "overhoused,” i.e, living in more space than the socid norm in the MR for their family sze.
Consequently, their payment to income ratios are one and a hdf to two times the vaue of t, reaching 47
percent of income under Strategy 6 (rapid cost coverage increases and rapid increases in tenant
contribution) in the fourth year of the program.

Figure5.8
Housing Payment as Per centage of Income
for Lowest Income Quartile
Year One Simulations

The results for Ufa indicate that, according to the space schedule employed in the smulaions,
households in the lower income quartiles are extremely "underhoused”, thet is, living in less space than
their allowance. Household payments in the first year are only 1 percent of income under three of the six
drategies.

Table 5.1 illudrates the extent of "over- "and" under-housng” in the three cities according to
number of rooms in the flat. In both Novosibirsk and Moscow the mgority of units with 4 and 5 rooms
are occupied by overhoused families, thet is, households who, according to their MSR should be in smaler
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units. The greatest percentage of "overhoused" units of each Sze are in Novosbirsk, and the smdlest
percentage in Ufa

Table5.1
Overhoused Households by Number of Rooms
(as percent of total)
Rooms M oscow Novosibir sk Ufa
1 17 25 15
2 27 30 15
3 47 55 38
4 81 60 16
5 100 100 0

Sour ce: Nationd Income and Expenditure Survey, 1992

In Novosibirsk, 36 percent of al households are overhoused compared to 28 percent in Mascow
and only 17 percent in Ufa The dissmilarity of the results suggest that the space adlowances could be
adjusted to more adequatdly reflect the size of dwelling stock in each three cities.

Another of the mgor policy decisons facing Novosibirsk and Ufa is whether or not to indude
tenants in privatedly owned, singlefamily housng among those digible for housng dlowances In
Novosbirsk, a number of those tenants in individud housing are pensioners and will encounter difficulty
maintaining their housng and making communa services payments on a fixed income as cods rise.
Therefore, the Year 1 drategy of 20 percent cost coverage, tenant contribution of 10 percent, and wages
rising a 80 percent of inflation was smulated, incdluding individud housing among those digible  The
price of maintenance and commund services is assumed to be the same for tenants of individua housing;
however, their payments are not made to the government or to a department. Clearly, their indlusion will
result in a decrease in net revenue, as expenditure on housing alowances increases without tenant
contribution.

The smulation of this strategy shows that 88 percent of households living in individua housing
participate in the program, comprising 8 percent of al participants. Individual housing tenants receive 9
percent of the total subsidy, with an average alowance payment to recipients in individua housing of 579
rubles per month. The average dlowance payment to other recipients, in municipa, departmenta and
cooperative units, is 543 rubles. Net revenue fals by 11 percent, with 10 percent more participants, when
individua housing is included in the dlowance program. However, despite the reduction in net revenue,
gross revenue can gill cover the total cost of the housing dlowance program, including alowances to those
households in individud housing. Moreover, 41 percent of gross revenue is Ieft after dlowances payments
are made, compared to 47 percent of gross revenue when individual housing is excluded.
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Another drategy proposed by State Committee on Architecture and Congtruction (Gogtroi) is to
increase fees for maintenance and communa services to 50 percent of full cogt in the first year with a
tenant contribution of 10 percent of household income. This program was smulated for both Mascow and
Novosibirsk. However, given the effects of other programs for these cities rdaive to those for Ufa, one
can infer the results for Ufa from those presented here. With cost coverage of 50 percent and t of 10
percent, 91 percent of al households in Mascow receive some housing dlowance. This participation rate
is the same as that for the program of 25 percent cost coverage with t of 5 percent (Strategy 5), and
exceeds that of al other programs for Moscow. Net revenue as a percent of gross revenue is 53 percent,
also the same as for Strategy 5. However, actud tenant payment as a percent of income is double that of
Strategy 5 which means that households in the lowest quartile will pay, on average, 12 percent of their
income for housing expenses.

While this program looks feasible for Moscow, other smulations have show that results do differ
across cties. Therefore, this program may not work dsawhere.  In Novosbirsk, for example, where
participation is extremey high relaive to other dties, net revenue is lower under dl draegies.
Participation under this program would be 100 percent, as it is for 25 percent cost coverage with t of 5
percent, and net revenue would be very low. Given the other priorities a city may have for using net
revenue, increasing fees to haf of cost only to return the larger part the revenues to al households in the
form of a housng dlowance is not a sendble dternative.  Moreover, the adminidration of a housing
alowance program under which dl households are digible would be an arduous task, to say the leedt.

Furthermore, this program would not be advisable, in generd, in cities where more households are
"overhoused" and paying a larger share of income than t for housng expenses. Under the proposed
program, tenant payments as a percent of income would be extremely burdensome for "overhoused"
families. In Novosbirsk, housng payments would be, on average, 26 percent of income for those in the
third quartile. Therefore, a more gradua approach than that proposed by Gostroi would ease the trangition
for tenants, dlow the city to establish the necessary adminigtrative procedures, and would generate more
revenue for the city budget.

6. FULL PROGRAM IMPLEMENTATION

How do the outcomes for the 9x drategies differ over the five years? Do the results differ much
acrossthe dities? Doesit matter which city isused asamodd?

As one can see from the graphs included in Appendix A, athough the broad patterns are smilar,
the effects of the housing alowance-rent increase programs do vary across the cities™ Therefore, when
examining the outcome of the srategies, policy-makers should pay particular atention to the city which
most dosdy resembles their own city. Characterigtics of the city must be taken into congideration when
defining the key program parameters. The income digribution of a city and leved of current subsdy

Thefull st of resultsfor each of the Smulations are presented in the tablesin Appendix C.
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powerfully affect the outcomes of the program through participation and rent increases necessary to reech
charges at full cost of maintenance and commund sarvices. Size digribution of the housing stock dso
plays a role in determining socid norms for caculating MSR, since norms must be reasonable based on
household 9ze and available housing units

Since digibility for the housing alowance-rent increase program is income-based, the income
digtribution of a city obvioudy influences the outcome of the program. However, the extent of the city's
current subsdies for maintenance and communa services determines the magnitude of the rent increases
necessary to reach full cost coverage. It is the interaction of these two components that eventualy
determine participation in the program and the level of net revenues generated by the rent increases after
dlowance payments are made. In Novosibirsk, for example, the current level of subsidy is the highest
among the three dities and average household income, dthough not dissmilar to that of Moscow, is the
lowest. Therefore, participation there is the highest and net revenue is the lowest of the three cities under
each of the strategies.

The sze digribution of stock should be taken into consderation when establishing the space
alowance for determining MSR Space schedules which are too generous and dlow more space than
available in the city provide households with a larger dlowance payment than necessary to gppropriatdy
house the family and, thus, reduce net revenue without greater housing consumption. Space schedules that
provide less gpace than necessary or available to the average family, cregte a considerable financid burden
for the household as they are expected make up the difference between the low MSR and their current rent.

The full five year housing alowancerent increase program will be presented beow for Ufa
(Figures illugrating the results of the drategies in dl cities can be found a the end of this section).
Although the broad patterns are amilar for the other cities, the overdl levels of each of the indicators and
the magnitude of changes resulting from the different parameters do vary among them. Therefore, further
examination of the results of a another city which may more dosdy pardld ones own city may be dso
useful.

Strategy 1 entails deferred cost coverage increases and steady increases in tenant contributions.
In the firg three years net revenue rises dowly, reaching 68 percent, but then fals as cost coverage begins
to increase more rapidly. Participation fdls in the first three years then rises in the lagt two years as housing
costs increase, but remains between 70 and 80 percent. The share of subsidy follows inversely the changes
in participation, asthetota is ditributed among the participants.

Strategy 2 incdludes deferred cost coverage increases and rapid increases in tenant contribution.
This strategy provides the maximum net revenue as a percent of gross revenue, starting a 86 percent, in
the first years of the program then falls steadily as cost coverage increases. Thiswould enable citiesto use
revenues for other purposes, such as maintenance and rehabilitation.  Participation rises sharply as cost
coverage increases in the third and fourth years but is the lowest rdaive to other strategies. Consequently,
the share of subsdy received by the lower haf of the income quartile is dmost aways above 80 percent,
only falling below 80 percent in the fifth year.
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Strategy 3 involves steady cost coverage increases and deferred increases in tenant contribution.
This strategy is a more consarvative approach with dow increases in net revenue and smaller increases in
tenant contribution. Participation is initidly high but steadily declines as households are expected to
contribute more; the share of subsidy to the lowest quartilesis dways more than 60 percent.

Strategy 4 indudes seady cost coverage increases and rgpid increases in tenant contribution
resulting in fairly stable levels of net revenue as a percent of gross revenue, between 60 and 71 percent.
This strategy provides net revenue as a percent of gross revenue second only to Strategy 2. Participation
steadily increases and is higher than that of Strategy 2, but remains rdaively low compared to others. The
magjor difference between the two, Strategies 2 and 4, isin the tenant payment. Strategy 4 resultsin dightly
higher tenant payments as a percent of household income. The trade-off is between net revenue and tenant
contribution. However, in the case of Ufa, because household income is rdaively high, the difference in
tenant contribution as a percent of income is indgnificant. The City would be better off with the revenue
increases of Strategy 2 and the lower participation than the savings to the household under Strategy 4.

Strategy 5 rapidly increases cost coverage and defers increases in tenant contribution and results
in very high rates of participation and low net revenue as a percent of gross revenue. Because participation
is high, between 80 and 92 percent, subsidies are less well-targeted to the lower income groups. In this
strategy, rapid cost coverage is offset by low tenant contributions and the increases in rent revenue are
merely channded back to tenants in the form of alowances. Additiondly, "overhoused" families will be
hardest hit under strategies of rapid increases in cost coverage as they are expected to pay the full cost of
additiona space.

Strategy 6 combines both rapid increases in cost coverage and rapid increases in tenant
contribution. Net revenue, participation, and targeting are al moderate and do not change dramatically.

Thefiguresin Appendix A illudrate the effects of the dternative strategies on the indicators:

cost coverage;

net revenue as a percent of gross revenue;

payment as a percent of income for the lowest income quartile; and
the share of subsidiesto the lowest income quartiles.

Figures for each indicator show how the indicators vary with the dterndive drategies. Separate
figures are presented for each city.

7. CONCLUSION

Although there appears to be a great ded of choice open to republic and city governments in the
formulation of a rent increaselhousing alowance policy, policymakers are not completely free of condraints
in setting program parameters. The current dtuation in a city, in terms of income digtribution, housing
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stock, and operding cods in the housing sector, strongly congrains the range of choices avalable.
Unthoughtful decisons and smple nationa directives, such as the proposd to increase maintenance fees
and communal services charges to 50 percent of full cogt in the first year, could be detrimentd to large
sectors of the population in some cities, particularly those households who are "overhoused.” Moreover,
some program desgns which result in very high participation rates from the dart involve such an
adminigrative burden asto make then infeasible.

Therefore, careful andlyss of current Situation in a city is essentid in order to prevent the negetive
effects of an ill-suited policy. Some cities may even choose to seek advice from housing policy experts.
For example, the Ingtitute for Housing and Communa Economy is currently providing assistance to severd
republics and cities. Most importantly, however, thoughtful discussion, based on hard andyds, must take
place among the policy-makers formulating the program in order to determine the parameters best suited
to their city.
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APPENDIX A
FULL PROGRAM IMPLEMENTATION
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APPENDIX B
ASSUMPTIONS AND FORMULASUSED IN SIMULATIONS

All figures for first year smulations are in October 1, 1992 prices. Figures for subsequent years
aremonthly and arein red terms, that is, adjusted for inflation.

The space schedule used to caculale MSR was origindly proposed by officas from the City of
Moscow.™ It is based on the number of household members, asfollows:

Square Meters
Number of Persons of Total Space
1-2 35
3 45
4-5 60
6+ 70

M oscow

Maintenance fees for the base year of this andyss, October 1992, were caculated according to
a formula obtained from the Engineering Department of the City of Mascow. Fees for maintenance were
based on a gpace dlowance according to family sze using the following formula:

Maintenance = (12 m? of living space x number of persons + 6 m?) x 16.5 kopecks/n? + (extra
spacein N x 48,5 kopecks'm?)

where extra spaceis the totd living space minus the space dlowance of 12 m? + 6 n¥ for the family. These
figures were compared to reported rents for each household. The lesser of the two was used as the
household's current maintenance fees in the base year as families often report making payments for severd
months & one time, therefore, overestimating monthly rent. Additiondly, the lower figure could represent
adjustments and reductions made according to a family's socid dtuetion, i.e, veteran, or number of
children. However, these estimate of current maintenance fees are only used in caculaing the revenue
increases under each program. In the smulaions of the housing alowance program, maintenance fees
computed according to the formula were used in order to smulate the eimination of current adjustments
before implementing the housing dlowances. In cases with missing data on expenditure for maintenance,
computed maintenance fees were used for both.

This space schedule differs dightly from that of the decree on rent increases and housing alowances passed by the Moscow
City Government in January 1993.
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Fees for water and gas are fixed per person and centra heating payments are based on rent and
living pace. For cases with missing data on expenditures for communal services, formulas and fixed fees
obtained from the City of Moscow were used to caculate monthly household expenses for gas, water and
central heating. The following formulas and fees were used: centra heating fees are equd to 40 percent
of rent plus living floor space times 25 kopecks; cold water and sewage fees are 2.1 rubles per person; hot
water fees are 3 rubles per person; gasfeesare 2.1 rubles per person.

Novosibir sk

In order to compare the results of the smulations for the three cities, data for Novosibirsk were
converted from fourth quarter figures to monthly figures a the end of the third quarter. Inflation was 27
percent in October, 21 percent in November and 23 percent in December and wage growth was assumed
to be 80 percent of inflation. Income was deflated by the compounded monthly inflation over the period.
Fees for maintenance and communa services were assumed to be constant over the fourth quarter.

In Novosibirsk, fees for maintenance are based on living space, priced a 16.5 kopeks for the first
12 n¥ per person, 33 for the next 6 m? per person, and 49.5 for living space over 18 m? per person. The
same methodology for comparing reported and computed maintenance fees employed for the Maoscow data
was used for Novosbirsk. The lesser of the two was used as the household's current fees, but the
computed fees were used in the smulaions. In cases with missng data on expenditure for maintenance,
computed maintenance fees were used for both.

Fees for communa services are fixed rates per person in the household. Gas fees are 2.1 rubles
per person; cold water and sewage fees are 12.6 rubles per person; and hot water fees are 5.4 rubles per
square meter.  For cases with missing data these formulas were used to estimate household expenditure
on services.

Ufa

Data for Ufa, collected a the end of the third quarter, were aso converted from quarterly to
monthly figures. Inflation was 9 percent in July, 6.2 percent in August and 16.9 percent in December and
wage growth was assumed to be 80 percent of inflation. Income were deflated by the compounded
monthly inflation over the period. Fees for maintenance and communa sarvices were assumed to be
congtant over the third quarter.

The same method of determining fees for maintenance and communa services used for Moscow
and Novosbirsk data was employed for Ufa. Fees for maintenance in Ufa are 13.5 kopeks per square
meter of living space within the norm of 12 m? per person and 40.5 kopeks per square meter above the
norm. Communal sarvices fees are based on the following fixed charges per person:  gas fees are 2.1
rubles/person; cold water and sewage fees are 7.35 rublesperson; and hot water fees are 12.12
rubles/person.
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APPENDIX C
WEIGHTING THE SAMPLE

Because sdection for participation in the Nationa Income and Expenditure Survey is not random,
the data were both ratio adjusted and weighted in order to represent the actua number of households and
the income digtribution in the cities  As a result, smulations provide population estimates of cost and

participation.

First the data were adjusted according to the distribution of households in two aggregated branches
of the economy, industry and others, and households of pensioners. This adjustment enables usto smulate
the income structure of the city and thus, better etimate the codts of the program. For example, in
Novosibirsk, there are 9 percent pensioners, 31 percent households working in industry, and 60 percent
in other branches. Cases in the sample were assigned a vaue 0 that the digtribution in the sample
represents the actua distribution.

For example, there were 10 pensioner households of the 576 households in the data for
Novosibirsk, or only 2 percent. Thus, each pendoner household is assigned a vaue of 5 to correct the
digtribution.  The 294 households working in industry, 51 percent of the sample, are assgned a lower
value, .61, to compensate for their overrepresentation in the sample. The following table summarized the
process of ratio adjusting by sector for Novosibirsk.

TableC.1
Adjustments by Sector For Novosibirsk

Formula
Sector Percent with sample size of 576

pensioners 9 number in sample: 10
10*weight/576 = .09
weight = 5.06

industry 31 number in sample: 294
294*weight/576 = .31
weight = .61

other 60 number in sample: 272
272*weight/576 = .60
weight = 1.27

Households were then weighted to inflate the sample to the tota number of households in each city
living in each type of housing, i.e, municipa, departmenta, cooperative and individud housing. For
example, in Novosibirsk, 46 percent of the housing stock is municipa units, 35 percent departmentd, 8
percent cooperative, and 11 percent individua housing. The total number of dwelling units is 393,708.
The tota number of units of each housing type is determined and divided by the number of those in the
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sample. The reault is the weight assgned to each household living in that housing type. The weighted
sample is an estimate of the population of households. The following table summarizes the caculaion of
weights according to the distribution of housing stock for Novosibirsk.

TableC.2
Weights For Novosibir sk
Formula
Housing Stock Totd with sample size of 576
municipd 181105.68 number in sample: 387
181105.68/387 = weight
weight = 467.97
departmenta 137797.8 number in sample: 114
137797.8/114 = weight
weight = 1208.75
cooperdive 31496.6 number in sample: 37
1496.6/37 = weight
weight = 851.26
individua 43307.88 number in sample: 38
housing 43307.88/38 = weight
weight = 1139.68
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APPENDIX D
TABLESOF RESULTS

The following tables present the effects of the six dternative srategies under the two scenarios of
income growth as a percent of inflation for each of the three cities. Each year of the program is presented
in aseparate table.



